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Abstract 
Developing countries had been affected by the crisis started in the developed countries, characterized by lower growth, higher 
unemployment and poverty, and changes in inequality, but several channels had affected also emerging countries differently, 
depending on the extent to which they are vulnerable to particular channels. Major emerging economies from Central and Eastern 
Europe are post-communist countries that faced transition after adopting market-based economy. All former socialist countries 
were characterized by an early transition recession transformation result of the restructuring, loss of markets, tough competition 
from foreign products, best quality, or in other cases cheaper. As regards Romania's status in the context of transition, we may say 
that it bears the characteristics determined by the situation inherited from the centralized economy and the options of political 
forces after 1989. The starting point was unfavorable both from an economic perspective, but also social, economic inefficiency due 
to the existence of industrial projects and sometimes senseless economic, profound structural economic imbalances, sizing of 
industries and alarming social indicators. In first part, present paper wants to express the role of financial system structure during 
transition and crises, estimating the effects on a sample of five post-communist countries. We take into discussion data that reflects 
representative mutations and some restructuring in Central and Eastern European countries, such Bulgaria, Czech Republic, 
Hungary, Poland and Romania. For all countries we show some important changes of financial system during transition and 
construct an image matrix that illustrate important indicators of financial system structure and their adjustment. We use data based 
on Thorston Beck IMF Database (Beck T. , WorldBank). In second part of the paper we show some major transmission channels of 
crisis and some possible effects on post-communist countries, described in economic literature. The analyze uses tables and 
graphical interpretation. In the last part of the paper we present some OLS estimators of the major factors identified as transmission 
channels using a dataset from EBRD databases.  
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1. Introduction 
Developing countries had been affected by the crisis started in the developed countries, characterized by lower 
growth, higher unemployment and poverty, and changes in inequality, but several channels had affected also emerging 
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countries differently, depending on the extent to which they are vulnerable to particular channels. Major emerging 
economies from Central and Eastern Europe are post-communist countries that faced transition after adopting market-
based economy. All former socialist countries were characterized by an early transition recession transformation result 
of the restructuring, loss of markets, tough competition from foreign products, best quality, or in other cases cheaper. 
Most countries have faced several destabilizing events such as: high levels of inflation, the relative immobility of 
production factors (primarily labor), incorrect or ambiguous definition of property rights; preponderance of sector 
unemployment, evidence of discrepancies between the revenue rising population, the existence of an underground 
economy of higher dimensions [Brana, Mesnard, Zlotowski, 2002]. Overall context of post-communist countries 
concerns the economic transformation of society in all its components, with profound implications on other sectors of 
economic and social life and also involves solving many problems: the achievement of sound economic fundamentals 
(macro) with the statist system replacement institutions, leverage, specific mechanisms of market economy, 
privatization of state sector and stimulate competition in the private sector, restructuring industries and economic 
units, implementation of legal framework and corresponding institutional infrastructure, achieving healthy economic 
growth, creating a functioning market economy.[Andreff, 2007]. We take into discussion the whole evolution during 
1989 to 2010 in post-communist countries, because of the particularities of the transition in former communist 
countries, that stated different stages of development in the starting point of crises.  
As regards Romania's status during transition and after achieving the market-based economy status, we may say 
that it bears the characteristics determined by the situation inherited from the centralized economy and the options of 
political forces after 1989. The starting point is unfavorable both from an economic perspective, but also social, 
economic inefficiency due to the existence of industrial projects and sometimes senseless economic, profound 
structural economic imbalances, sizing of industries and alarming social indicators.  
The present crisis has its origin in the US but it propagated around the world at a fast pace, affecting real economy, 
economic growth, unemployment, and thus, having side effects on international and national financial system. The 
crisis has not been limited only to financial markets but has had a major influence on real economic activity, inducing 
the largest global recession since the great depression -  
The economic literature also present the transmission channels related to contagion effect, described as as the cross-
country transmission of shocks or as the general cross-country spillover effects, which unlike other definitions it 
includes fundamental linkages as a channel of contagion.  
2. Literature Review  
2.1. Financial system functions and its role in assuring stability  
Economic literature explain the functions of financial system, in a broader approach related to finance functions 
(Filip, 2010; 06; ] or related to financing system [Allen, Gale, 2000; Beck, Levine, Loayza, 
2000; Beck, T., Levine, R., 2002. et.al.]. 
Modern economic analysis explains the existence of financial intermediation through the banking operation (as 
financial intermediaries), and specific functions lie in the function of reducing transaction cost, function to reduce 
information asymmetry by providing liquidity and the economy [Lobez, 2007]. The existence of financial 
intermediaries in the current economy allows the manifestation of their specific functions that are fulfilled and that the 
specific functions of the financial system. The main functions of financial intermediaries found in the literature, are 
considered the following: function to transform the structure of attracted funds ("maturity transformation"), function 
"risk transformation", collection and distribution function (the resource - funds raised) [Buckle, Thompson, 1995].  
For the first function attributed the financial system, financial intermediaries can reduce transaction costs by 
making significant savings that come from specialization benefits financial intermediaries. When an intermediary 
specializing in one type of activity or a sector, this situation allows it to offer cheaper services tailored to customer 
needs. However, recording of important savings and diversified range of customer services. This is why financial 
intermediaries (in this case, banks) seeking to diversify their product offerings, so as to optimize the costs of 
intermediation [Andreff, 1998]. 
Regarding the second function - reducing asymmetric information - should be considered the relationship between 
debtors and creditors, meaning that the latter have more information than the first. However, the financial intermediary 
guarantees confidentiality, which can be a decisive advantage for creditors. Because of these characteristics, financial 
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intermediaries have a comparative advantage in funding made in the market. Among financial intermediaries, banks 
have crucial role in reducing asymmetric information as maintain long-term relationships with their customers by the 
very nature of functions performed. 
The third function of providing liquidity concerns that the economy in an uncertain world, businesses need to hold 
liquid assets to meet two characteristics: their value must be stable and uncontested, respectively, are readily available 
to be transformed into goods and / or services. Liquidity insurance function, which is characteristic of banking 
intermediation is not possible unless the banking system has a high degree of organization and regulation, which gives 
banks a guarantee to the overall lack of liquidity risk, also known as systemic risk . In the financial system, banks as 
financial intermediaries perform a range of classic and traditional features, types of operations aimed at closely linked, 
namely: loan distribution function, the function of collecting deposits, office management means of payment [Neave, 
2010]. 
2.2. Role of financing in post-communist transition countries  
The importance of the financial system is widely discussed in recent literature, being addressed in the 
interdependence of economic growth, resulting in the conclusion that the proper functioning of financial 
intermediaries have a significant impact on economic growth. In planned economies, the financing was achieved 
through administrative measures financial institutions present in the pre-planned economies in transition were banks, 
which acted as record-keepers for planning and paying agents among state enterprises rather than as financial 
intermediaries. Although these banks had appearances of real ba
market based economy. There are many modes of financing and different types of institutions to facilitate these. The 
modes can be grouped into three broad categories : entrepreneurial finance; bank lending (bank  based financial 
system); capital market financing (capital market based financial system). Economic literature discuss same types of 
financing, namely auto-financing or self-financing financing through banks, or through capital market . Recent 
approaches discuss the financing with the participation of financial intermediaries , referring at financial through 
banks.  
As a conclusion, important authors suggests that in early stages of transition post-communist countries evolve from 
a central planned financial system to a bank-based financial system.   
2.3. Financial system structure during transition and its stability   
Related to financial system structure in transition economies it appears that banking sector is underdeveloped and 
capital market are sub-capitalized. A comparison with countries that have developed banking sectors (where the the 
ratio of broad money to GDP is at least 60% - Eurozone, M3/GDP was 78.2% in 1999), suggest that banking sectors in 
the transition economies are not so developed with a few exceptions (the highest monetization ratios were found in the 
Czech and Slovak Republics where the ratios of M2 to GDP in 1999 were 75 and 65%, respectively). Other transition 
economies, Hungary and Poland, have ratios of about 45%, as do some other countries that have successfully brought 
down inflation, e.g., Croatia and Estonia. In Romania the ratio of M3 to GDP in 1999 was 26% and in the Ukraine it 
was 17%.  
A first important issue during transition is the creation of a two-pillar banking system (e.g. Central Bank and 
commercial banks) The two pillars of an efficient banking sector are financially strong and independent banks with a 
governance structure that promotes efficient intermediation, and a regulatory system for supervising effectively 
existing banks and licensing prudently new banks. The initial conditions in transition economies made constructing 
both pillars a daunting task. As economic literature shows, bank restructuring involves not only a performance of 
more importantly, a change in lending practice. In this respect, banks must be allowed, and 
encouraged, to divest themselves of responsibility for undesirable clients to avoid making new bad loans to them in 
the future. The difficulty of restructuring and the magnitude of recapitalization slowed significantly the achievement 
of independent governance by privatization in state-owned banks.  
 
2.4. Crisis and transmission channels 
Presently, the financial and economic crisis is spread worldwide, its main feature be
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can become global [Stiglitz, 2010] as long as the problems of one nation appear to be exported via diverse channels 
such as commerce, currencies, investments, derivatives in other countries. Consequently, the present crisis has its 
origin in the United States of America but it propagated around the world at a fast pace, affecting real economy, 
economic growth, unemployment, and thus, having untoward side effects on international and national financial 
system. 
The fast propagation of the crisis from the US to different countries, big or small, proves that there is a growing 
interdependency between national economies due to an intense market globalization, including the financial ones 
(Stiglitz, 2010). In this case, if one national financial system is suffering from a blockage, then the entire national 
economy is going to suffer because of its close interaction with national and international financial systems. (Zaman & 
Georgescu, 2009). 
Thus, the channels through which financial global turbulences might be transmitted, generating internal market 
crisis upon emerging economies have been described as follows (Reinhart & Rogoff, 2012): 
 Banking crisis, in general, significantly lessen the global economic growth. The slowing down of economic 
activities badly hits exports, limiting the amount of strong currencies for emerging economies and weighing on their 
capacity to pay their debts. 
 The reduction of economic growth rhythm is associated with the decrease of world merchandise prices. This 
triggers the decrease of export profits and the capacity of producers to pay their debts. 
 Banking crisis of (global) financial centers in conjunction with the contractions of loan markets determines 
the decrease of capital influxes towards the emergent countries that have no connection with the main economic 
principles applied on the emergent markets. Thus, in these countries, the economic activity starts to diminish and the 
debts are pressing harder on declining state resources. 
 Banking crisis has proven contagious because investors are withdrawing from the risk zones, presuming 
similar risk in different countries, reducing their exposure and suffering from it. This type of behavior affects as well 
the capacity of emerging economies to pay external debts. 
 Banking crisis taking place in one country can induce a loss in trust in the economy of neighboring countries, 
or the ones with sim  
The effects of international financial crisis were extended to the Romanian economy. However, in terms of direct 
impact, the banking system was less affected because it was not exposed to toxic assets and prudential and 
administrative measures had been taken over time by the National Bank of Romania [ ].  
Taking into account that the current financial and economic crisis started in US and it is an international one, it is 
important to determine the channels through which the crisis has spread to Romania, in other words, the channels 
through which the crisis has been internalized in the national economy. In terms of transmission of external crisis to 
Romania, some authors mention two important channels: real and nominal. Additionally, is also mentioned the 
institutional channel, less important, but should be considered because, for example, Romania is member of the 
European Union, allowing rapid transmission of effects from one country to another [Dinga, 2009]. 
emerging countries, such is the case of Romania in the context of the current crisis: 
 Banking failures and reductions in domestic lending. Directly, banks in developing countries may be affected 
to the extent to which they hold assets contaminated by subprime mortgages, that is not the case of Romania, because 
as we have mentioned before the Romanian financial system it was not exposed to toxic assets. Reductions in bank 
lending will have the impact of reduced investment, lower growth and an increase in unemployment. The latter will 
lead to reductions in demand which, in turn, will reduce economic growth further. Taking into account that 
government revenue depends on growth, this will translate into less government revenue. 
 Reductions in export earnings. Romania has suffered due to the reduction of the main export markets for the 
Romanian products, which which was reflected in the current account. The current account deficit  
main vulnerabilities at the time the crisis broke out  remained at a moderate and sustainable level (4.1% of GDP) in 
2010 (NBR, Financial Stability Report, 2011). The forecasts point to a slight increase in the deficit, without however 
exceeding 5% of GDP during 2011-2012.  
 Reductions in financial flows to developing countries: private investment flows to developing and emerging 
countries will decline as more investors move thei
offset the considerable withdrawal of net short-term interest-bearing flows in 2009 (net outflows worth EUR 8.8 
billion) by signing a financing arrangement with the EU, the IMF and the World Bank. Net short-term capital inflows 
resumed in 2010 (EUR 2.3 billion net increase) and continued into 2011 H1 as well (EUR 2.8 billion worth of net 
inflows) (NBR, Financial Stability Report, 2011). Even so, the volatile and pro-cyclical nature of such capital flows 
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at global level, particularly in emerging economies. 
Griffith-Jones S. and Ocampo J.A. identified three mechanisms that play a key role in spreading the consequences 
of the financial crisis to the developing countries: remittances, capital flows (these effects take place both through 
volumes and associated costs of such flows) and trade (through a decline in trade volumes) [Griffith-Jones & Ocampo, 
2009]. 
 
3. Methodology and Results 
3.1. Research Goal, Indicators and Variables used in analyses  
The first goal is to make a comparison of evolution of major financial system indicators in five Central European 
post-communist countries, before and during crises (1989-2009), based on Thorston Beck IMF Database (Beck T. , 
WorldBank). 
In order to achieve the first aim, we use the data provided by Thorston Beck IMF Database (Beck T. , WorldBank) 
and EBRD databases (indicator description in table 1) 
 
The second goal of the paper is to identify the mediating effect of some influence factors on GDP change (in 
percentage from year to year), using a linear regression on panel data. We consider that factors with a negative 
coefficient (resulted from regression) could be transmitting channels of crises. As literature suggested, we take into 
discussion the effect on GDP change of the following variables: exports (% of gdp), exchange rate (% - end of the 
year), investments (% in GDP), deposit rate (%), EBRD index of banking sector reform (number from 1 to 4). 
 
3.2. A comparison of financial structure evolution in some post-communist countries before and during crisis 
We take into discussion some data that reflects representatives mutations and restructuring in Central and Eastern 
European countries, such Bulgaria, Czech Republic, Hungary, Poland and Romania. For all countries we take into 
discussion some important changes of financial system during transition and construct an image matrix that shows the 
most important indicators of financial system structure.  
 
Figure1. Data description 
 
 
A graphical comparison describing the evolution of indicators is presented in Figure2. 
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Figure2  Evolution of major financial system indicators in five post-communist countries (1989-2009) 
 
Some observations results from figure 1related to Bulgarian evolution: major indicators shows an improvement of 
financial system structure, and an increase of stock market capitalization - the indicator LIQUID LIABILITIES / GDP 
fluctuates from a minimum value in 1998 - 0.2822 to a maximum in 2009 - 0.8877 suggesting an increase of overall 
financial liquidity, indicator FINANCIAL SYSTEM DEPOSITS / GDP is within 0.2067 (1998) and 0.7388 (2009), 
illustrating an strengthen in bank financing. In Czech Republic indicators shows a lesser improvement of financial 
system structure, and an intensification of stock market capitalization in 2008 and 2009- the indicator LIQUID 
LIABILITIES / GDP fluctuates from a minimum value in 1994 - 0.651 to a maximum in 2009 - 0.7103 suggesting a 
small increase of overall financial liquidity, indicator FINANCIAL SYSTEM DEPOSITS / GDP is within 0.5636 
(1994) and 0.6228 (2009), illustrating an strengthen in bank financing. In Hungarian financial system, a set of 
indicators almost double their an value: LIQUID LIABILITIES / GDP fluctuates from a minimum value in 1994 - 
0.395 to a maximum in 2009 - 0.651 suggesting a boost increase of overall financial liquidity, indicator FINANCIAL 
SYSTEM DEPOSITS / GDP is within 0.286 (1989) and 0.4978 (2009), illustrating a strengthen in bank financing. 
Realted to Poland situation we conclude that a set of Polish financial system indicators almost double their an value: 
LIQUID LIABILITIES / GDP fluctuates from a minimum value in 1994 - 0.2672 to a maximum in 2009 - 0.651 
suggesting a boost increase of overall financial liquidity, indicator FINANCIAL SYSTEM DEPOSITS / GDP is 
within 0.214 (1989) and 0.4164 (2009), showing a strengthen in bank financing and largest improvement (of all 
analyzed countries related to stock market capitalization to GDP  0,6149. As displayed in Figure 2, in Romania, 
indicators in 2009 are closer to values from 1991: LIQUID LIABILITIES / GDP fluctuates from 0.3804 in 1991 
depreciated to 0,3454 in 2009 - 0.651 suggesting a boost increase of overall financial liquidity, indicator FINANCIAL 
SYSTEM DEPOSITS / GDP is within 0.2932 (1989) and 0.3212 (2009). The overall evolution of the Romanian 
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financial system can be separated into two periods: 1990-2001 when the indicators follow a sinuous progression and 
after 2001 when all indicators had a growing trend. 
3.3. Regression Analyses and Results 
To analyze the importance of some financial indicators to economic evolution (we consider an important indicator 
to be in this case GDP growth) in Romania, we estimate through a regression equation possible effects of these 
indicators in a larger panel data set . Some studies have found significant effects of inflation and reforms on economic 
growth in transition countries.  (T. & Sutela, 2005)).  
Economic literature also states that in addition to structural reforms, initial conditions at the beginning of transition 
also determine later economic development.  
We analyze the link between efficiency and size of the banking sector and GDP growth changes using panel data 
for 29 transition countries during the period 1989-2010. The limitations of our regression are due to the short time 
period that is unfortunate, but inevitable. After analyzing possible regression models (GLS or Fixed Effects), after 
performing the Hausman test (see results in Appendix Figure1). We choose data referred to countries from EBRD 
database for measuring economic changes in terms of annual real GDP growth. The development of the financial 
sector is difficult to measure, but we try to take into discussion both qualitative and quantitative development of the 
financial sector. To measure the qualitative effectiveness of the sector, we use the EBRD index of  reported by 
European Bank for Reconstruction and Development (EBRD) Transition Reports, that rate the progress of transition in 
29 countries on a scale from 1 to 4+.. The second variable (exports) is similar to the variables that have been used in 
earlier studies. We use changes in exports (as percentage of GDP) to show the influence on GDP. Data description is 
presented in Figure 3. 
Figure 3. Data description of model variables 
 
 
The equation is stated below: 
 
gdp[country,t] = a + Xb + u[country] 
 
where X reffers to variables. 
Results of the panel regression fixed effects is presented in Figure 4 
 
Figure 4  Regression analyses in data panel results 
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The regression equation suggests that some variables taken into discussion affect GDP change (in percent), being 
statistically significant: exports (at 5%), exchange rate (end of the year) (at10%), investments (at 10%), deposit rate 
(at5%), EBRD index of banking sector reform (not statistically significant). We learned that exports, exchange rate, 
banking reform had a positive effect on GDP change, while deposit rate has an inverse effect, and could be 
transmission channels. These factors explain in a proportion of about 38% the evolution of GDP changes over time 
(overall r-squared value is 0.3814).  
4. Conclusion 
Given the important effects of the global financial crisis, it is necessary to find solution in order to limit and 
counteract the effects of the present global financial and economic crisis. Immediate and short-term policy responses 
are required to ensure that the financial crisis is contained, that confidence in financial systems is restored and that the 
impact on the real economy is minimized. Over the longer term, countries should focus on strengthening their 
financial systems within the context of reforming the global financial architecture. Domestic financial development 
depends on a better global financial architecture and vice versa. Our paper take into discussion evolutions that reflects 
representative mutations and some restructuring in Central and Eastern European countries, such Bulgaria, Czech 
Republic, Hungary, Poland and Romania. Some major transmission channels of crisis and some possible effects on 
post-communist countries were analyzed using OLS estimators of the considered factors identified as transmission 
channels using a dataset from EBRD databases. The regression panel data model suggests that a strong impact have 
had the exports change as percentage in GDP had a positive effect in 29 post-communist countries during 1989 to 
2010, reflecting that an increase in exports change ratio of GDP has an 0.21% effect on change of GDP growth 
percentage (see exports coefficient), all variables having a positive impact. Also, the deposit rate has strong 
consequences (contributing to a reduction of 0.15 in GDP changes over time).  
Future research directions could take into discussion other variables, such as non-perform loans, the foreign direct 
investments, the uses of early warning systems in prevention of crisis. 
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Appendix A. An example appendix 
The description of data indicators used in our research is presented in Table 1 
Table 1. Description of financial system indicators 
 
Indicator  Description 
LIQUID LIABILITIES / 
GDP 
llgdp Ratio of liquid liabilities to GDP, calculated using the following deflation method: 
{(0.5)*[Ft/P_et + Ft-1/P_et-1]}/[GDPt/P_at] where F is liquid liabilities, P_e is  
end-of period CPI, and P_a is average annual CPI 
CENTRAL BANK 
ASSETS / GDP 
cbagdp Claims on domestic real nonfinancial sector by the Central Bank as a share of GDP, 
calculated using the following deflation method:  {(0.5)*[Ft/P_et + Ft-1/P_et-
1]}/[GDPt/P_at] where F is Central Bank claims, P_e is end-of period CPI, and P_a is 
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Indicator  Description 
average annual CPI 
DEPOSIT MONEY 
BANK ASSETS / GDP 
dpagdp Claims on domestic real nonfinancial sector by deposit money banks as a share of GDP, 
calculated using the following deflation method:  {(0.5)*[Ft/P_et + Ft-1/P_et-
1]}/[GDPt/P_at] where F is deposit money bank claims, P_e is end-of period CPI, and P_a is 
average annual CPI 
PRIVATE CREDIT BY 
DEPOSIT MONEY 
BANKS / GDP 
perdgdp Private credit by deposit money banks to GDP, calculated using the following deflation 
method:  {(0.5)*[Ft/P_et + Ft-1/P_et-1]}/[GDPt/P_at] where F is credit to the private sector, 
P_e is end-of period CPI, and P_a is average annual CPI 
PRIVATE CREDIT BY 
DEPOSIT MONEY 
BANKS AND OTHER 
FINANCIAL 
INSTITUTIONS / GDP 
perdbofgdp Private credit by deposit money banks and other financial institutions to GDP, calculated 
using the following deflation method:  {(0.5)*[Ft/P_et + Ft-1/P_et-1]}/[GDPt/P_at] where F 
is credit to the private sector, P_e is end-of period CPI, and P_a is average annual CPI 
BANK DEPOSITS / 
GDP 
bdgdp Demand, time and saving deposits in deposit money banks as a share of GDP, calculated 
using the following deflation method: {(0.5)*[Ft/P_et + Ft-1/P_et-1]}/[GDPt/P_at] where F 
is demand and time and saving deposits, P_e is end-of period CPI, and P_a is average annual 
CPI 
FINANCIAL SYSTEM 
DEPOSITS / GDP 
fdgdp Demand, time and saving deposits in deposit money banks and other financial institutions as 
a share of GDP, calculated using the following deflation method:  {(0.5)*[Ft/P_et + Ft-
1/P_et-1]}/[GDPt/P_at] where F is demand and time and saving deposits, P_e is end-of 
period CPI, and P_a is average annual CPI 
BANK CREDIT / BANK 
DEPOSITS 
bcbd Private credit by deposit money banks as a share of demand, time and saving deposits in 
deposit money banks. 
BANK OVERHEAD 
COSTS / TOTAL 
ASSETS 
overhead Accounting value of a bank's overhead costs as a share of its total assets. 
NET INTEREST 
MARGIN 
netintmargin Accounting value of bank's net interest revenue as a share of its interest-bearing (total 
earning) assets. 
LIFE INSURANCE 
PREMIUM VOLUME / 
GDP 
inslife Life insurance premium volume as a share of GDP 
NON-LIFE 
INSURANCE 
PREMIUM VOLUME / 
GDP 
insnonlife Nonlife insurance premium volume as a share of GDP 
STOCK MARKET 
CAPITALIZATION / 
GDP 
stmktcap Value of listed shares to GDP, calculated using the following deflation  method:  
{(0.5)*[Ft/P_et + Ft-1/P_et-1]}/[GDPt/P_at] where F is stock market capitalization, P_e is 
end-of period CPI, and P_a  is average annual CPI 
STOCK MARKET 
TOTAL VALUE 
TRADED / GDP 
stvaltraded Total shares traded on the stock market exchange to GDP 
   
Figure 1 Hausman test 
 
